
 

International Business 
Success in a Strange Cultural 

Environment 
 
 
 
 
 
 
 

M.P. Mababaya, PhD 

 
 
 
 
 
 
 
 
 
 
 

Universal Publishers 

USA  ♦  2003 



  

 

 
 
 
 
 
 

International Business Success in a Strange Cultural Environment 
 
 

Copyright © 2003 Mamarinta P. Mababaya 
All rights reserved. 

 
 

Universal Publishers/uPUBLISH.com 
USA • 2003 

 
ISBN: 1-58112-587-9 

 
www.uPUBLISH.com/books/mababaya.htm 

 
 
 
 
 
 
 
 
 

 



 

Acknowledgements  

The book is an offshoot of the author’s published PhD 
thesis entitled “The Role of Multinational Companies in 
the Middle East: The Case of Saudi Arabia”, which he has 
carried out successfully at the University of Westminster. 
Presented in an abridged form, the book focuses on culture 
as an important factor contributing to the success of 
multinational business in Saudi Arabia. He, therefore, 
remains indebted to his principal supervisor Professor 
Michael Hodd, Professor of Economics at the Westminster 
Business School, University of Westminster, London, for 
his intellectual guidance, supervision and encouragement. 
The author acknowledges with gratitude the valuable 
comments received from Dr Robert F.K. Wynn, Professor 
at the University of Liverpool. Dr Wynn has helped enrich 
the cultural aspect of the study, especially on the issue of 
social capital. He also acknowledges the constructive 
contributions made by Dr Kadom J. A. Shubber, Lecturer 
at the Westminster Business School. 
Acknowledgement goes to the Executive Committee of 
the School for Postgraduate Interdisciplinary Research on 
Interculturalism and Transnationality (SPIRIT), Aalborg 
University, Denmark, for granting visiting scholarship to 
the author, by virtue of his PhD research work. The 
Committee considered the research subject “interesting 
and germane.” In particular, Professor Dr Ulf Hedetoft 
(the then Director of SPIRIT) and Professor Dr Hans 
Gullestrup (the author’s supervisor during his visiting 
scholarship at Aalborg University) deserve special 
mention and thanks for their support and encouragement. 
Professor Gullestrup has shared with the author useful 
references on culture, particularly his published works 
(Gullestrup 1995 and 1996). 

 iii



Mr Ahsan Masood Ahmad, Strategic Planner at Saudi 
Basic Industries Corporation (SABIC), Saudi Arabia, 
deserves special acknowledgement and gratitude for 
encouraging the author to publish his PhD thesis in an 
abridged form. Many thanks also go to Mr Michael 
Vertigans, Consultant, Corporate Communications at 
SABIC, for editing and proof-reading some parts of this 
book; and to Mr Zia Ul-Rab Siddiqui, Investment Planner 
at SABIC, for his encouragement. Acknowledgement also 
goes to Mr Abdulfatah S. Mohamed, Director of Al-
Muntada Al-Islami Trust, for giving the author the 
opportunity to lecture on “Social Capital in Islam” at Al-
Muntada, London on 14 December 2002. That lecture has 
helped enrich the cultural aspect of this book. 
The author has benefited greatly from the valuable support 
given by his wife Dr Norlain Dindang Mababaya, who has 
played a key role in the realisation of this book. Her 
patience, encouragement and prayers have all helped in 
getting this painstaking work completed. Our children  
Mariam, Ahmad and Abdurrahman  are still young at 
present, but they have understood why they needed to be 
patient while this book was being written. The author 
thanks them all and hope that they continue whatever good 
works initiated by their parents for the benefit of mankind 
and for the sole pleasure of Allah the Almighty. He also 
thanks his parents, relatives and friends for their prayers. 
Finally, Alhamdulillah (praise be to Allah) for making this 
book a reality. May He accept this work, and make it as a 
guide for those who seek better understanding of Islamic 
culture in its purest form.  
 

Dr. M. Mababaya 
13 Dul Qa’da 1423 Hijrah/16 January 2003 
Riyadh, Saudi Arabia 

 iv



Table of Contents 

 Page 

Acknowledgements  iii 

Glossary viii 

Chapter  

1 Introduction 1 

Strangeness Explored 1 

Integrating Islamic Culture into the Study of 
International Business 

2 

Scope and Definition of Terms 5 

2 Review of Multinational Theories and Their 
Relevance to Saudi Arabia 

13 

Economic Approaches to the Study of 
Multinational Business 

13 

Strategic Management Approaches to the 
Study of Multinational Business 

32 

Cultural Approaches to the Study of 
Multinational Business 

39 

Empirical Studies Relevant to the Middle East 
Setting 

47 

 v



Eclectic and Varied Nature of Multinational 
Business Operations: A Critical Analysis and 
Synthesis  

57 

3 The Saudi Environment for Foreign Investment 83 

Background Information 83 

The Saudi Arabian Economy 100 

Economic and Investment Environment for 
Multinationals 

128 

Overall Business Outlook for the Future 145 

4 Islam: The Foundation of the Saudi Society 150 

5 The Importance of Understanding Islamic 
Culture as Perceived by Multinational 
Managers 

161 

Research Methodology 161 

The Importance of Understanding Islamic 
Culture: Findings and Interpretations 

164 

Multinational Business Success Vis-à-vis 
Cultural Awareness: Findings and 
Interpretations 

185 

6 Selected Islamic Values That Need to Be 
Understood by Multinational Companies 

193 

 vi



Islam: The Complete Way of Life for Mankind 193 

Some Qur’anic Verses and Ahadith/Sunnah on 
Economic Values and Ethics 

196 

Some Qur’anic Verses and Ahadith/Sunnah on 
Political Values and Ethics 

216 

Some Qur’anic Verses and Ahadith/Sunnah on 
Social Values and Ethics 

231 

Qur’anic Verses and Ahadith/Sunnah on 
Religious and Moral Values 

253 

7 Conclusions and Reflections for the Future 325 

Conclusions  325 

Reflections for the Future 326 

Bibliography 337 
 
 

 vii



Glossary 

Ahadith The plural of the Arabic term Hadith, 
which means saying of the Prophet 
Muhammad  (Sallallaahu ‘alayhi wa 
sallam   may the peace and blessings of 
Allah be upon him). 

CIHED Northeastern University Center for Inter-
national Higher Education Documentation 

Culture Customs, traditions and practices. In Islam, 
culture embraces all facets of life – 
economic, political, social, religious, etc. 

DFI Direct foreign investment or foreign direct 
investment (FDI) 

Feedstock Raw material like gas or any hydrocarbon 
resource 

GDP Gross domestic product, which is the total 
value of goods and services produced in a 
nation’s economy in one year. 

GFCF Gross fixed capital formation 

GNP Gross national product, which is equal to 
GDP plus payments from overseas 
investment and labour income, minus 
similar payments to foreigners. 
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Islam Peaceful and complete submission to the Will 
of Allah and obedience to His Law (the 
Shari’ah, which is based on the Qur’an and 
the Sunnah and the right deductions from 
these two revealed sources of knowledge and 
guidance).   

JV Joint venture 

MBA Multinational business activities 

MNCs, 
MNEs 

Multinational companies or corporations, 
which refer to any of the following: 
foreign firms or multinational enterprises 
(MNEs) operating in Saudi Arabia whose 
parent companies are located abroad, and 
joint-venture companies or corporations, 
which are partially owned by Saudi 
Arabian people or government.   

Multinational 
managers 

Include key managers and executives with 
authorities and responsibilities for MNCs 
planning, business operation and 
decision-making. 

Muslim One who peacefully and sincerely submits 
to the Will of Allah. 

NOI Net outward investment 

R&D Research and development 
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Radhiallahu 
anhu 

 May Allah be pleased with him 
(referring to a companion of the Prophet 

) 

SABIC Saudi Basic Industries Corporation 

SAGIA Saudi Arabian General Investment 
Authority 

SAMA Saudi Arabian Monetary Agency 

SEC Supreme Economic Council, chaired by the 
Crown Prince and First Deputy Premier of 
Saudi Arabia. 

Shari’ah Islamic Law according to the Qur’an and 
the Sunnah and those deduced from these 
two revealed scriptures. 

Social capital Refers to features of social organization 
such as trust, social networks and social 
norms that facilitate coordination and 
cooperation for mutual benefit. 

SPSS Statistical Package for Social Sciences – a 
comprehensive statistical software of SPSS 
Inc., Chicago, USA. 

Sunnah The teachings, sayings and traditions of the 
Prophet Muhammad  Sallallaahu ‘alayhi 
wa sallam   may the peace and blessings of 
Allah be upon him) 
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Chapter 1 

Introduction 

Strangeness Explored 

Newcomers to Saudi Arabia  especially non-Muslim 
foreign investors, businessmen and workers  often find 
many things “strange” about the Kingdom, its people and 
cultural values. They find the adhan (call to prayer) 
strange, as it is usually done using a loudspeaker. They 
cannot understand why such an “unusual” loud sound has 
to be repeated five times a day.1 Some feel annoyed when 
they are woken from sleep due to the adhan and the varied 
voices of the Imams (those leading the prayers) during 
Salatul fajr (dawn prayer). Their feelings of indignation 
grow when they hear the loud voices of the Imams during 
Isha (regular night prayer) and Taraweeh (recommended 
extra prayer) in all mosques throughout the month of 
Ramadan. Many non-Muslims become more displeased 
when they hear the Imams recite loudly long verses of the 
Qur’an at Tahajud or Qiyaamullail (midnight prayer) in 
the last ten days of Ramadan. 

Visitors to Saudi Arabia feel it odd that many Muslims 
give more importance to prayer than business. Some are 
disappointed when they find commercial establishments 
like shopping centres closed as Muslim workers go to the 
mosques to attend to their daily prayers. Business visitors 
find strange the fact that in the midst of their meetings 
with their Saudi or Muslim counter parts, the latter excuse 
themselves for prayer. 

Many non-Muslims also feel strange when they see Saudi 
women, and their fellow sisters in the Muslim world, 
wearing a black abaya (a cloak) and niqaab (face 
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covering). They have all these “strange” feelings due to 
their lack of understanding of true Islamic culture. The 
Prophet Muhammad  (Sallallaahu ‘alayhi wa sallam
 may the peace and blessings of Allah be upon him) foresaw 
this phenomenon when he said: 

"Islam started as something strange and it 
would revert to being a stranger in the same 
way it started, so good tidings for the 
strangers.”2 (Muslim 1/270, narrated on the authority 
of Abu Hurayrah ) 

Integrating Islamic Culture into the Study of 
International Business 

The subject of culture is not at all strange in the academic 
area of international business. In fact, a number of 
contemporary scholars have recognised the importance of 
integrating culture into the study of international business 
(IB).  They have predicted that culture is likely to become 
centre-stage in much of IB research over the next decade 
or so. The need to incorporate culture into the study of 
international business is much more important in the case 
of Saudi Arabia  a country which many non-Muslims 
consider as having a strange culture. The Kingdom has 
also become a focus of world attention recently for a 
number of reasons. One, Saudi Arabia is the Islamic 
world’s centre, being the location of the two holy places of 
Makkah and Madinah. It is well known that from Saudi 
Arabia, Islam has spread to all corners of the globe, to a 
point that the Muslim population now accounts for one in 
every 5 persons on earth. Second, Islam is one of the most 
misunderstood religions in the world today. To many, 
especially non-Muslims in many parts of the world, Islam 
is a strange religion, and this is partly as a result of 
Islamophobia  a “hate” campaign for centuries by the 
enemies of Islam and the Muslims. The promoters of 
Islamophobia attribute to Islam all problems involving 
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Muslims in the Muslim world and elsewhere.  Third, some 
individuals or groups point to the clash of Islamic vis-à-vis 
western civilisation as the raison d’etre for the unexpected 
tragic attack on America on 11 September 2001. 

Many studies have been conducted on multinational 
business operations across the globe, but only a few have 
relevance to Saudi Arabia. By the same token, none of 
those studies has ever investigated deeply the importance 
of understanding Islam and the underlying implications to 
multinational business. 

The U.S.-Saudi Arabian Business Council is one of the 
organizations that help promote business relations 
between the United States and Saudi Arabia. In its booklet 
A Business Guide to Saudi Arabia (1996: 4), it attempts 
“to promote broader understanding and enhanced business 
opportunities among U.S. and Saudi Arabian companies in 
order to further strengthen the bilateral business 
relationship.” The booklet mentions the Shari’ah (Islamic 
Law)  based on the provisions of the Holy Qur’an, the 
Sunnah (the teachings and deeds of the Prophet 
Muhammad), the consensus of the “Ulama” (religious 
scholars), and legal analogy  as the basis of the 
Kingdom’s legal system (U.S.-Saudi Arabian Business 
Council 1996: 8, 49). However, the basic teachings of 
Islam or Islamic Law that American businessmen must 
know are nowhere to be found in the booklet. Aware of 
the need to help Americans understand Islamic culture, the 
U.S. State Department has recently included in its website 
some useful information on Islam and Muslims in 
America (http://usinfo.state.gov/usa/islam/). However, 
most of these provide too narrow a message to be able to 
help readers understand fairly the authentic teachings of 
Islam. 

Other useful guides to doing foreign business in Saudi 
Arabia include: Guide to the Licensing of Foreign 
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Investment in the Kingdom of Saudi Arabia, by the 
Riyadh-based Foreign Capital Investment Bureau of the 
Ministry of Industry and Electricity (1992); A Guide to 
Industrial Investment, by the Saudi Consulting House 
(1981); Joint Ventures in Saudi Arabia by Walmsley  
(1979).  All of these guides have neither emphasised the 
importance of understanding Islamic culture nor covered a 
comprehensive discussion of the relevant Islamic ethics 
and values that need to be learned by multinational 
enterprises and their personnel. 

This book explores the success of multinational 
enterprises doing business in Saudi Arabia vis-à-vis their 
cultural awareness and responsiveness. It highlights 
Islamic culture as one of the factors that contribute to the 
success of multinational business operation in the 
Kingdom. By Islamic culture, it is meant Islam in its 
entirety. Thus, the cultural aspect of this work will help 
major institutions worldwide gain understanding of Islam. 
This will enable them to identify, understand and 
reconcile, if possible, their cultural differences with the 
Muslim world. 

Indeed, MNC managers and other decision-makers with 
limited understanding of Islam will find this book very 
helpful in managing the culture related aspects of their 
operations and activities in Saudi Arabia and the Ummah 
(Muslim nation). This, in turn, may help MNCs overcome 
their problems and help them tap further economic 
opportunities in the Muslim world. 

The cultural aspect of the study is intended to help 
contribute positively to the current stock of knowledge on 
the subject of international business. This is expected to be 
useful to business decision makers, economists and 
international business scholars who may wish to go deeper 
into the study of MNC business patterns and operations in 
the Middle East, particularly Saudi Arabia. 
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Scope and Definition of Terms 

The book is an offshoot of the author’s published doctoral 
thesis entitled “The Role of Multinational Companies in 
the Middle East: The Case of Saudi Arabia” (Mababaya 
2002). It focuses on culture as an important factor 
contributing to the success of multinational business in 
Saudi Arabia. In addition, the author attempted to relate 
the business success of MNCs vis-à-vis cultural factors. 
Among the given success measures, sales growth turned 
out as the most appropriate success indicator in the light of 
data availability/constraints.3 

This work includes a comprehensive review of available 
literature on the nature, growth and business activities of 
firms operating across national boundaries. Many 
contemporary theories and paradigms on multinational 
business operations have emerged in the past few decades 
or so, beginning mainly to explain post-war U.S. 
manufacturing or direct investment in West Europe, rather 
than services such as banking.4  In recent times, various 
multinational business theories (along economic and 
management perspectives) have continued to emerge with 
an emphasis on the existence and growth of international 
production. Approaches to other cross-border business 
modalities are taken for granted as alternatives to 
multinational enterprise (or more specifically international 
production). Accordingly, firms choose to pursue direct 
foreign investment (or wholly owned production 
subsidiary across national borders) in the light of their 
ownership-specific advantages and other considerations. 
Thus, multinational enterprise can emerge by virtue of 
these advantages, and in response to imperfections in the 
goods or factor markets. There is a common view among 
international business scholars that market imperfections 
(such as tariff and other import barriers) prevent the 
efficient operation of international trade, hence the 
emergence of multinational companies. 
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In attempting to explain the existence and growth of 
multinational companies (MNCs) as a response to market 
imperfections, some scholars emphasise structural market 
imperfections (e.g. monopolistic tendencies). Others 
emphasise endemic or transactional imperfections.5 For 
instance, the internalisation theory supposes that higher 
transaction costs prompt firms to internalise markets 
across national boundaries. Internalising a market means 
the establishment of a multinational firm or a group of 
interdependent firms. This view, as well as the other 
alternative theories available in the literature, is reviewed 
and discussed in this book. 

In reality, national and international firms operate under 
all sorts of imperfect market conditions. After all, no 
market is ever perfect, recalling perfect information as one 
of the key assumptions that underlie the theory of perfect 
competition. The presence of imperfect conditions puts 
some companies in better competitive positions (or greater 
competitive advantages) than others for certain products or 
services locally and internationally. 

By definition, multinational companies as viewed in this 
book are not confined to manufacturing-based firms or 
enterprises, which are integrated across national frontiers 
either horizontally or vertically. The author recognises that 
the essential elements of MNC operations are direct (as 
distinct from portfolio) investment abroad giving a power 
of control over decision-making in a foreign enterprise; 
the collective transfer of resources, involving factor inputs 
such as knowledge and entrepreneurship as well as money 
capital; and finally the requirement that the income-
generating assets acquired by this process be located in a 
number of countries (Hood, Neil and Young 1979: 2). 
Along this line, a company can be considered 
“multinational” when it owns (in whole or in part), 
controls and manages income-generating assets in more 
than one country; or, when it has production or service 
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facilities outside the country of its origin (The Economist 
Dictionary of Economics 1998: 286). An MNC is 
commonly known for its international production activity 
financed by foreign direct investment (Hood, Neil and 
Young 1979: 3). 
 
The term "multinational" signifies that the activities of the 
company or firm involve more than one nation (United 
Nations. In Modelski 1979: 15).  The "company", 
"corporation," "firm" and "enterprise" are used 
interchangeably in this work, within the context of 
common usage and without being dogmatic about their 
respective legal connotations. Another notion of MNC is 
that it is a firm that thinks ‘multinationally’  one that 
weighs alternative investments on a global basis (Connor 
1977: 3) in terms of profit maximisation and competing, 
non-profit-maximisation, considerations (Stevens. In 
Dunning 1974: 49-60). Others have advocated the 
application of “performance” criteria, i.e., some absolute 
or relative size of sales, assets, work force, or earnings 
derived from foreign operations. Connor (1977: 4-9) 
describes the modern MNC as a very large, complex 
institution involving the central control of a certain 
minimum number of foreign subsidiaries of substantial 
asset size and extent of geographical (that is, cross-
national) spread.  It has a strong tendency to be producing 
differentiated, technologically intensive products in 
relatively concentrated industries. 

Frank (1981: 7) defines multinational enterprise as “an 
enterprise which carries out operations, such as production 
of goods or the provision of services, in more than one 
country through component units which are subject to 
some measure of central control.” Dunning (1993a: 79) 
defines it as an enterprise, which engages in foreign value-
added activities and internalises intermediate product 
markets across boundaries. According to Kolde (1973: 
134), “the basic notion in any definition of MNE 
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[multinational enterprise] is that of a number of affiliated 
business establishments which function simultaneously in 
different countries.” 

The author accepts all the foregoing definitions, but a note 
of caution needs to be borne in mind. A multinational firm 
may have a manufacturing activity in its home country; it 
may or may not have cross-border manufacturing 
activities in some countries like Saudi Arabia. The same 
firm may engage in value-adding activities (say joint 
ventures, international trading or project management) in 
Saudi Arabia or elsewhere in the Middle East. This does 
not mean that the same firm loses its multinational 
character simply because it engages in value-adding 
activities outside the realm of international production.  

As this work is exploratory in character, its scope is not 
confined to a particular industry, multinational firm or 
product group.  In other words, there is no restriction on 
the type of multinational company covered in this work.  

The book primarily addresses the importance (for MNCs) 
of understanding Islamic cultural and ethical values. The 
values and ethics covered are based on the Qur’an and the 
Sunnah (the Prophet’s tradition)  the two authentic 
sources of Islamic teachings. This is very important, as 
Saudi Arabia is a country that has officially declared to be 
adhering to the teachings of the Qur’an and the Sunnah. 
Relevant aspects of Islamic culture and their implications 
to multinational business operations in Saudi Arabia are 
incorporated in this book, which may serve as a base upon 
which the multinationals may gauge their actual 
knowledge of the various branches of Islamic culture. 
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Notes 
 
                                                 
1 As explained by Zeno (1996) the Adhan  announcement that the 

time of a particular Salat has begun  is done with the purpose of 
calling Muslims to success (by praying in congregation). This 
Sunnah is quite unique and meaningful vis-à-vis the Christian 
practice, for example, of ringing a bell in churches, which does not 
have any meaning. Adhan has the following transliterated wordings 
and meanings: 

   Allahu Akbar, Allahu Akbar; Allahu Akbar, Allahu Akbar 
“Allah is the Most Great” (repeated 4 times). 
Ash-hadu an la ilaha illa-Allah, Ash-hadu an la i1aha illaAllah 
“I bear witness that none has the right to be worshipped but Allah” 
(twice). 
Ash-hadu anna Muhammadan Rasul-ullah (twice) 
“I bear witness that Muhammad is the Messenger of Allah” (twice). 
Haiya ‘alas-Salah, Haiya ‘alas-Salah 
“Hurry towards Salah’ (twice). 
Haiya ‘alal-Falah (twice) 
“Hurry towards success” (twice). 
Allahu Akbar, Allahu Akbar 
“Allah is the Most Great” (twice). 
La ilaha illa-Allah 
“None has the right to be worshipped but Allah” (once). 
Note: In the call to prayer for Fajr (the Dawn Prayer) the 
Mu’adhdhin (caller) adds after Haiya ‘alal-Falah: 
As-Salatu Khairum minan naum (twice) 
“The Salat is better than sleep” (twice). 
(See Zeno, Sheikh Muhammad bin Jamil. (1996) The Pillars of 
Islam and Iman And What Every Muslim Must Know About His 
Religion. Riyadh: Dar-us-Salam Publishers and Distributors.) 

2 Note No. 271 (Muslim 1971: 86) explains in detail the implications 
of this hadith (Prophet’s saying) as quoted below:  

  What this hadith implies is that, although the teachings of Islam are 
so akin to the nature of man, yet when these were preached the 
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people shunned them as strange and unfamiliar things.   Secondly, 
the preaching of Islam started at Makkah, the birthplace of the 
Prophet Muhammad , but the atmosphere did not prove 
congenial to its growth and the Makkans treated him as a stranger. 
He had to find an abode in Madinah  a place were he and Islam 
were strangers, but it proved to be very congenial, for it made an 
amazing progress. The Prophet Muhammad  became the central 
figure of Arabia, and won a large number of adherents. Islam 
became the most powerful religion and began to gain ascendancy 
even far beyond the frontiers of Arabia. 

  The second part of the hadith is a prophecy, the truth of which can 
be seen by every man. The Muslims are so engrossed in other 
pursuits of life that a large majority of them seem to have not even 
a nodding acquaintance with Islam. Their ideas, their individual and 
social behaviour, their tastes and tendencies, their manners and 
habits, their political, economic and social systems are nothing  but 
a blind imitation of un-Islamic values. These values have taken 
such a firm hold on the minds of the Muslims that Islamic values 
appear strange to them and those who uphold them are considered 
to be strangers in the modern society. To such noble souls who 
resolutely profess and practise Islam even in such untoward, rather 
hostile circumstances, the Prophet Muhammad  gave them glad 
tidings. Every Muslim can see with his own eyes the truth of the 
prophecy made 1400 years ago by the Messenger of Allah . (See 
Muslim, Imam Ibn Hajjaj. (1971) Sahih Muslim. Rendered into 
English by Siddiqi, Abdul Hamid, Vols. I-IV. Riyadh: International 
Islamic Publishing House.) 

3 Measuring the success of Saudi companies with multinational 
partners or with represented multinational companies is quite 
difficult and this could be a challenging area of future research. 
This is so because these companies, unless they are joint stock or 
public shareholding companies, do not publicise their financial data 
or statistics. The annual reports of multinational firms, with joint 
ventures or representative offices in Saudi Arabia, are easily 
obtainable, but they are usually global in scope, with very general 
information on sales revenues, profitability, rate of return on capital 
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employed and other financial indicators. Income statements and 
balance sheets included in these reports do not show separate 
entries for their specific revenues, expenses and net profits (losses) 
in Saudi Arabia. The reports that they may be submitting to the 
Saudi government for taxation purpose are not available to public 
domain. The annual reports of the multinational affiliates or joint 
ventures in Saudi Arabia go to their parent companies, but the latter 
do not disclose such information to the Saudi public. The exception 
to this is when a multinational joint venture is a joint stock 
company, which for obvious reason will have to open its annual 
report to its public shareholders. 

 The data problem highlighted above is not new and not confined to 
multinationals operating in Saudi Arabia. In fact, Lall and Streeten 
(1977: 5-6) stressed that most developed countries do not publish 
comprehensive information on the foreign operations of their firms 
partly as a result of business secrecy and partly owing to a lack of 
official scrutiny. They remark: 

 Quite apart from these conceptual difficulties, there are great gaps 
in the statistics available, from both investor and recipient 
countries, on foreign investment. Partly as a result of business 
secrecy and partly owing to a lack of official scrutiny, most 
developed countries do not publish comprehensive information on 
the foreign operations of their firms. Even the United States, which 
has by far the best coverage of all aspects of business activity, is 
found wanting: thus, the massive study recently prepared for the 
US Senate’s Committee on Finance (US Tariff Commission, 1973), 
with almost 300 tables of detailed statistics on US transnationals 
for 1966 and 1970, had to rely for its 1970 data on a sample of 298 
parent companies, which were then used to extrapolate figures for 
the entire group of some 3400 companies with foreign investments 
for which data had been obtained for 1966. Furthermore, data on 
foreign operations were available only for majority-owned 
affiliates, leaving out a substantial proportion of operations abroad 
which were in fact controlled by US TNCs (Lall, Sanjaya and Paul 
Streeten. (1977) Foreign Investment, Transnationals and 
Developing Countries. London: The English Language Book 
Society and Macmillan). 
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4 In the past, two main issues became the focus of research on 

companies operating across national borders  why do the 
American firms produce or directly invest in Europe rather than in 
the United States, and how can they compete with indigenous West 
European producers, given the additional costs of doing business 
abroad? See Casson in Hertner and Jones 1986: 43. 

5 Some details on the nature and types of market imperfections are 
explained in Chapter 2 and elsewhere. 
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Chapter 2  

Review of Multinational Theories and Their 
Relevance to Saudi Arabia 

Economic Approaches to the Study of Multinational 
Business 

The nature, growth and business activities of multinational 
firms have been studied at length over the past three 
decades or so, with economists at the forefront of the 
research on this subject (Cantwell 1991a: 17-18). On a 
microeconomic level, numerous studies focused on the 
cross-border operations of individual firms. Various 
studies dealt with the cross-border interactions of firms at 
“mesoeconomic” (industry) level, as described in the 
literature. Other studies emphasised the growth and trends 
of multinational firms at macroeconomic level. These 
three have one common research direction, i.e., attempting 
to explain the phenomenon of international production.1 

The microeconomic and mesoeconomic approaches to the 
study of multinational business include the theory of the 
firm by Coase (1937, 1987), as well as the internalisation 
theory by Buckley and Casson (1976) and Rugman (1980, 
1981 and 1982). They also include the markets and 
hierarchies approach by Williamson (1975, 1985), the 
market power approach or the theory of international 
operations by Hymer (1960, 1976), and the industrial 
organisation approaches by Bain (1959), Caves (1971, 
1982), Hirsch (1976), Johnson (1970) and Lall (1980a). 

Coase (1937) departed from the traditional micro-
economic assumption that economic activity is 
determined freely by the price mechanism and that the 
economic system "works itself". That is, suppliers respond 
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to demand changes, and buyers respond to supply 
changes, through the open market system, which is 
viewed as an automatic, responsive process. In his view 
against the traditional thinking that the economic system 
is “being co-ordinated by the price mechanism”, Coase 
argues:  

This co-ordination of the various factors of 
production is, however, normally carried out 
without the intervention of the price mechanism. 
As is evident, the amount of "vertical" integration, 
involving as it does the supersession of the price 
mechanism, varies greatly from industry to 
industry and from firm to firm.  It can, I think, be 
assumed that the distinguishing mark of the firm is 
the supersession of the price mechanism. (Coase 
1937 in Williamson and Winter 1991: 20) 

Coase (in Williamson and Winter 1991: 30) proposes that 
“at the margin, the costs of organising within the firm will 
be equal either to the costs of organising in another firm or 
to the costs involved in leaving the transaction to be 
‘organised’ by the price mechanism.” Although the 
Coasian theory is confined to the domestic horizon of the 
firm, this later served as the foundation of what is today 
called internalisation theory. This latter theory proposes 
that foreign production and sales of the MNE take place in 
response to imperfections in the goods and factor market.2  

The concept of internalisation can be traced back to the 
theory of industrial organisation. For instance, Bain (1959) 
advances the proposition that there will be possibilities of 
integration by the firm (acquiring or combining with 
supplier firms or customer firms) which, among others, 
have positive economies or savings in cost. He says that 
atomistic market structures with unrestricted competition 
will tend to force or make "automatic" efficiency-
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increasing integration, and likewise tend to deter 
inefficient integration. Bain further claims that no 
particular sort of integration will be fully forced in an 
oligopolistic situation, but there should be a tendency for 
oligopolistic firms to integrate if there are other 
advantages (other than costs) to the integration that will 
not result in inefficiency. He asserts that “even inefficient 
integration is possible if it has offsetting advantages” 
(Bain 1959: 168). 

Hirsch (1976) proposed that the optimal choice between 
international trade and international production is 
determined by the firm’s specific knowledge advantages 
(arising from past investments in product or process R & 
D and/or investments in advertising and other promotional 
techniques) and other intangible assets (e.g. managerial 
know-how). Rugman (1981: 45) interprets Hirsch’s model 
as one that “treats knowledge as an intermediate product 
which is internalised in the structure of the MNE.”  These 
ownership advantages impose effective barriers to entry to 
rival firms. They also render a temporary monopoly power 
to the firm allowing it to earn a profit above the prevailing 
industry level. Hirsch (1976) hypothesises that the greater 
these ownership advantages, the more the economics of 
production and marketing favour a foreign location and, 
hence, foreign direct investment.3  On a macro level, the 
propensity of a particular country to venture into 
international production is largely dictated by the 
ownership advantages enjoyed by its firms (Dunning 
1981: 79). 

Tolentino (1993: 38) cited Johnson (1970) who likewise 
found ownership advantages  managerial and technical 
knowledge  to be the prime determinants of direct 
investment. Since knowledge creation is a costly process, 
he is of the view that the resultant product may be charged 
a monopoly price as an incentive to its producer. 
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	Economic Approaches to the Study of Multinational Business


	The nature, growth and business activities of multinational firms have been studied at length over the past three decades or so, with economists at the forefront of the research on this subject (Cantwell 1991a: 17-18). On a microeconomic level, numerou
	The microeconomic and mesoeconomic approaches to the study of multinational business include the theory of the firm by Coase (1937, 1987), as well as the internalisation theory by Buckley and Casson (1976) and Rugman (1980, 1981 and 1982). They als
	Coase (1937) departed from the traditional micro-economic assumption that economic activity is determined freely by the price mechanism and that the economic system "works itself". That is, suppliers respond to demand changes, and buyers respond to sup
	This co-ordination of the various factors of production is, however, normally carried out without the intervention of the price mechanism. As is evident, the amount of "vertical" integration, involving as it does the supersession of the price mechanism,
	Coase \(in Williamson and Winter 1991: 30\) pr�
	The concept of internalisation can be traced back to the theory of industrial organisation. For instance, Bain (1959) advances the proposition that there will be possibilities of integration by the firm (acquiring or combining with supplier firms or c
	Hirsch \(1976\) proposed that the optimal choi�
	Tolentino (1993: 38) cited Johnson (1970) who likewise found ownership advantages ( managerial and technical knowledge ( to be the prime determinants of direct investment. Since knowledge creation is a costly process, he is of the view that the res
	Tolentino \(1993: 39\) also cited Lall \(1980�
	Buckley and Casson (1976: 33) introduce a long-run character to the theory of internalisation based on three premises ( 1) firms maximise profit in a world of imperfect markets, 2) the imperfect nature of the markets for intermediate products motiva
	Buckley and Casson (1976) assert that an MNE is created whenever markets are internalised across national boundaries, and a market in an intermediate good will be internalised if, and only if, the benefits outweigh the costs.�  As an illustration, they
	Rugman \(1981: 28\) advances the notion that i�
	The internalisation theory, as advanced by Rugman, attempts to explain the reasons why a firm ventures into international production across national boundaries.� This is what Rugman (1981: 29) has to say in this regard:
	A firm will wish to locate itself abroad to gain access to foreign markets.  It will choose foreign direct investment when exporting and licensing are unreliable, inferior, or more costly options.  Internalization is a device for keeping a firm specific
	is an organisation able to monitor the use of its firm specific advantage in knowledge by establishing abroad miniature replicas of the parent firm.  These foreign subsidiaries supply each foreign market and permit the MNE to segment national markets and
	The idea of creating an internal market within fi
	Williamson claims that multinational enterprises 
	Asset specificity (specialisation of assets with respect to use or user) arises when one or both parties to the transaction invest in equipment specially designed to carry out the transaction, and which has lower value in other uses.� According to Will
	Lee (1994) empirically investigated the relevance of the transaction cost approach to vertical integration and technological innovation. He proposed that knowledge complementary effect and the relevant transaction costs are the opposite sides of the sa
	Caves (1971, 1982) supposed that the establishment of a subsidiary by a multinational enterprise amounts to entry into one national market by a going enterprise based on another geographic market. One type of entry is horizontal expansion, whereby a su
	Caves (1971) similarly identified and explained the nature of ownership advantages and indicated that the fundamental element of DFI is a particular trait of market structures in both lending (home) and borrowing (host) countries. The precise natur
	Caves (1982a) identified and elaborated three types of multiplant firms potentially relevant to explaining the presence of MNEs ( horizontally integrated firm, one that produces essentially the same line of goods from its plants in each geographic mar
	Hymer (1960; 1976), in his theory of international operations, highlighted two major causes of international operations ( exploitation of oligopolistic advantages and removal of conflict between firms to strengthen market power by means of collusion.�
	It frequently happens that enterprises in different countries compete with each other because they sell in the same market or because some of the firms sell to other firms.  If the markets are imperfect, that is, if there is horizontal or bilateral monop
	Hymer further claims that DFI could not be explai
	Hymer stressed that ‘international operations’ ty
	Hymer’s second and even more fundamental contribu
	Traditional neo-classical economics assumes that the economically developed countries, owing to their relative abundance of capital but scarcity of labour, have low rates of profit or interest but high wage rates prior to international operations. Thus,
	Recent historical facts, however, reveal a trend that challenges the predictions of the traditional neo-classical and Marxist theories. Before 1939, imperialistic and colonial circumstances dictated the flow of international trade and investment between
	On a macroeconomic level, various approaches have been advanced to explain cross-border operations of multinational firms. These include the product cycle model of Vernon (1966), trade and direct foreign investment model of Kojima (1978) , locational
	Vernon's product cycle model (1966) is a combination of a three-stage theory of innovation, growth, and maturing of a new product with the R & D (research and development) factor theory (Kojima 1978: 61). The latter theory predicts where a new prod
	At the growth stage, after the new-phase stage, sales of the product increase. Mass production and bulk sales methods are introduced. At the same time, entries in the industry increase and competition intensifies among producers. Demand becomes price-ela
	Finally, when the mature stage is reached, the product becomes standardised and its production technologically stable. Instead of the decisive role that is played by research and development activities or managerial skills at the new phase and growth sta
	Kojima raised several comments on Vernon's product cycle theory. First, the theory is not based upon the principle of comparative costs. Vernon himself explains that his theory deals with one promising line of generalisation and synthesis, which seems to
	Kojima (1978) proposed the so-called trade and direct foreign investment theory as an alternative approach to the study of multinationals. He also proposed that foreign direct investment should complement comparative advantage patterns in different cou
	An important criticism of Kojima's theory is the way in which import-substituting investments are referred to as anti-trade oriented. While import-substituting investments may be considered anti-trade oriented at the microeconomic level, they are not ant
	Dunning (1982, 1986) advanced the investment-development cycle model based on the proposition that the level of inward and outward investment of different countries, and the balance between the two, is a function of their stage of development as measur
	Empirical evidence provided by Tolentino (1993) for the period since the mid-1970s suggests the existence of a structural change in the relationship between NOI and the country's relative stage of development as a result of the general rise in the inte
	Cantwell and Tolentino (1987) proposed the stages of development approach to the study of multinationals. They hypothesised that the character and composition of outward direct investment change as development proceeds. They remark:
	Countries’ outward direct investment generally fo
	The eclectic paradigm of Dunning (1977, 1981, 1988, 1993a, 1995a, 1995b) draws upon and integrates three strands of economic theory to explain the ability and willingness of firms to serve markets across national borders. It attempts to explain why the
	Dunning claims that the “eclectic paradigm is, pe
	Being all-embracing, the eclectic paradigm is env
	Dunning has been persistent in his scholarly attempts to capture all possible explanations of the existence of multinational enterprise in his eclectic paradigm. Over the years, he has tried to enhance the eclectic paradigm of international production by
	Both in theory and practice, internalising a foreign market (if advantages prevail over disadvantages) and entering into joint venture alliance with a foreign partner are just two of the possible strategic options that a multinational firm may have to 
	The contemporary economic explanations to cross-border production activities of multinational firms are largely reflected in the configuration of ownership, internalisation and location advantages. As discussed above, Dunning has integrated these three s
	Despite the differences in academic specialisms, perspectives and objectives of the economists who made distinguished contributions to the study of multinational firms, they have one thing in common. They all aimed at explaining the phenomenon of interna
	
	Strategic Management Approaches to the Study of Multinational Business


	From the perspective of a strategic management analyst, expanding business operation beyond national boundaries involves strategic decision-making and strategic planning process.  A number of consulting firms like the Boston Consulting Group and Arthur D
	Cross-border operations of multinational firms may follow the geographical growth pattern of national business to a great extent.  A national company may first appoint agents or representatives or it may establish marketing offices within the area or met
	The company’s growing performance will encourage 
	Porter (1986: 23) stressed that a company that competes internationally must decide how to strategically spread the business activities in the value chain.  The location of downstream value-adding functions is usually tied to where the customer is loca
	In his recent work, Porter (1990:10) emphasised that competing internationally may involve exports and/or locating some company activities abroad. To achieve competitive success, firms from the nation must possess a competitive advantage in the form of
	On a macro perspective, Porter spoke of the ‘diam
	Firms gain competitive advantage where their home base allows and supports the most rapid accumulation of specialized assets and skills, sometimes due solely to greater commitment. Firms gain competitive advantage in industries when their home base affor
	Dunning (1993a) treated multinational business activities (MBA) as additional exogenous variables affecting the Diamond of National Advantage. Dunning concluded that MBA ( foreign inward and outward direct investment ( is likely to affect the diamo
	Yip (1992:17) points out that in a multi-local activity strategy all or most of the value chain is reproduced in every country. In another type of international strategy ( exporting ( most of the value chain is kept in one country. In a global activi
	It is noteworthy that the advent of globalisation has led international firms to enhance their cross-border operations through strategic co-ordination and integration of activities. This is essential for achieving synergy in the areas of production, mark
	On the other hand, multinational companies that recognise the pressures for local responsiveness will have greater competitive advantages over those who do not. These pressures include differences in customer needs, availability of substitutes, structure
	Many companies resort to diversification of their
	In summary, the need to expand multinational operation is a strategic issue that transcends the scope of international production activity. All options are open and in the Middle East setting, specifically Saudi Arabia, international production does not
	The strategically relevant boundaries by which a strategic business unit (SBU) competes in any given industry may include most, if not all, of the following: level of vertical (backward/forward) integration, level of horizontal integration (support/
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	A number of contemporary scholars have recognised
	Daniels and Radebaugh (1995: 48) assert that understanding the cultures and physical characteristics of groups of people is useful because business employs, sells to, buys from, is regulated by, and is owned by people. Inter-cultural understanding is a
	Paldam and Svendsen \(2000a: 339\) define soci�
	Paldam (2000: 4) identified three major reasons for people to cooperate when successful cooperation is an advantage. First, people or individuals voluntarily cooperate because they trust that everyone else will do his part; they follow an abstract sens
	Social capital encompasses social relationships, which are capable of changing economic and political performance, for better or worse ( for better if mutual trust prevails and for worse if there is mistrust among the parties involved. At the household 
	Economists describe social capital as a ‘positive
	Some economists, like Paldam and Svendsen (2000a), consider social capital not as a capital in a stock-flow context, but as an exogenous variable (like climate) in a production function. In this regard, production changes in proportion to the change 
	Paldam (2000: 19-20) further pointed out that there is far more theory and speculation than measurement in social capital, being a new field suffering from a great lack of good, reliable data. Cross-country, as well as time series, evidence is missing.
	Hofstede (1995: 140-141) emphasised that a key issue for organisation science is the influence of national cultures on management. The national and regional differences are not disappearing and they may become one of the most crucial problems for manag
	On individualism versus collectivism, for instance, Hofstede (1995: 145-146) argues that at one end of the scale we find societies in which the ties between individuals are very loose (very individualistic).  At the other end of the scale we find soc
	Gullestrup \(1996: 9\) developed a general cul�
	Gullestrup \(1996\) emphasises that culture is�
	Gullestrup’s cultural model has vital implication
	Ricks (1983: 7) observed that cultural differences are the most significant and troublesome variables for the multinational company. The failure of managers to comprehend fully these disparities has led to most international business blunders. To be ef
	Punnet  and Ricks (1992: 167-168) emphasise that the dominant religion influences many day-to-day activities, such as opening and closing times, days off, holidays, ceremonies, and foods. A company's operations and activities should be organised relati
	Religion is closely associated with the development of cultural values, and it has an impact on many day-to-day activities in a society. International companies need, therefore, to understand the role of religion in the societies in which they operate (
	A. Prohibition of usury: Banks in some Islamic countries take equity in financing ventures, as an  option to interest-bearing investment.
	B. Worship timing and frequency (Five times a day; timing of prayers varies.): Need to take into account the variability and shift in prayer timings in planning sales calls, work schedules, business hours, customer traffic, and so forth.
	C. Prohibition of the production, distribution and consumption of alcohol and pork, as well as other forbidden things in Islam: Opportunities for developing non-alcoholic drinks and use of non-pork shortening and ingredients. Use state-of-the-art technol
	
	Empirical Studies Relevant to the Middle East Setting


	This section reviews some empirical studies (mostly Ph.D. theses), which have important implications to the multinational companies operating in Saudi Arabia.  Al-Salamah (1994) in his Ph.D. thesis investigated the perceptions of work environment and
	Using available literature, questionnaires directed to SABIC employees, interviews with SABIC officials, and appropriate statistical techniques, Al-Salamah found interesting employee perceptions in multinational companies. He found that work values and c
	Al-Salamah further found that transfer pricing has no place in SABIC due to the nature of the products and the world market prices, which are internationally determined and highly visible.  There are no local taxes to be paid, or import quotas to be avoi
	Al-Salamah argued that the joint ventures between MNCs and SABIC benefit the local economy in terms of creating work opportunities and familiarising the local employees with the latest technology. In addition, they create a superior management and manage
	Muna (1980:15), in his book The Arab Executive, highlights the increasing prominence currently being given in various parts of the Arab world to Islamic principles and ideology. He stresses that an increasing number of Arab leaders now feel that there 
	I would like to point to a system which we have perhaps unnecessarily ignored while being dazzled by the West's achievements, our Islamic economic system . . . Islam is not a faith that stands in the way of economic growth. We do not need to abandon our
	Kurashi (1984) studied in a Ph.D. thesis the social responsibility of MNCs operating in Saudi Arabia and their social impact on Saudi society. He compared the perception of MNCs' non-Saudi managers with Saudis regarding MNCs' concerns for profit versus
	Kurashi’s study revealed that MNCs seem to be att
	Kurashi concludes that MNCs' social responsibility, with the exception of performing their defined activities and serving their shareholders' interest, is almost neglected. Thus, there is need for MNCs to be more concerned about their social responsibili
	Fatani (1994) in his Ph.D. thesis studied the degree of success of joint venture management teams between British multinationals and Saudi local companies in the field of the construction industry in relation to cross-cultural barriers in general, and 
	Fatani \(1994:263\) found that there is “100% �
	Fatani’s findings showed many over failures of Br
	Al-Kheraiji \(1992\) analysed historically and�
	Al-Kheraiji (1992: 307) found that advertisements presented on Saudi television feature in great part a universal and regional culture ( a mixture of Western, Egyptian, Syrian, etc. ( and that this minimises the participation of the receiver culture 
	Viola (1982), in her published book entitled The Development of Human Resources: A Case Study of United States-Saudi Arabian Cooperation, investigated the role of American companies in the area of human development in Saudi society. This was the first 
	Viola (1982: 42-45) found that majority of the U.S. corporate respondents anticipated an increased need for skilled technicians, administrators and managers. Regarding training programs, 67 percent of the corporate respondents indicated that their firm
	Viola (1982: 60) also found that 47.2 percent of her Saudi respondents felt that American multinational corporations in Saudi Arabia had undesirable effects on the country's social system (also cited by Kurashi 1984: 3). Viola also found that 30.1 pe
	Prior to Viola’s study, Akhdar \(1974: 1-9\) i�
	Al-Aali (1987) studied the factors that affect the performance of multinational joint ventures (JVs) in Saudi Arabia. The objectives of the study were to test a proposed performance model for joint ventures in developing countries, and to test the mo
	In general, Al-Aali \(1987: 8\) found that nee�
	Shubber \(1985\) in his Ph.D. thesis entitled  
	Shubber (1985: 424-425) employed regression analysis to examine the relationship between the packaging level (the dependent variable) and the corresponding explanatory variables  -- project size, technological sophistication, operational life of tech
	Al-Ghamdi (1987) investigated the factors (investment resources, labour, material and transfer arrangement) affecting the technology transfer to Saudi Arabia petrochemical industry.  He formulated and tested some economic models of transferring techn
	Christides \(1988\) empirically investigated “�
	
	Eclectic and Varied Nature of Multinational Business Operations: A Critical Analysis and Synthesis


	The mainstream theories of multinational corporations deal more on understanding the nature and existence of international production than on the global scope of multinational business per se. Economists attempt to explain the existence and growth of int
	As discussed earlier in this chapter, Dunning has attempted in an eclectic fashion to identify and evaluate the relevant variables affecting the level and patterns of international production, or changes in international production (Dunning 1993: 83). 
	Contemporary multinational theories capture to a great extent the phenomenon of multinational businesses in the developed countries of North America and Europe as studied by Dunning and other scholars. On the other hand, strategic management theorists ar
	In general, known contemporary multinational theories, as advanced mainly by economists and management scholars, help explain the varied nature of multinational business operations in the Middle East notably Saudi Arabia. However, those theories or parad
	The institutional arrangements for most MNCs operating in Saudi Arabia also cover MNE-Saudi joint ventures under the so-called economic offset programmes, which the Saudi Government has launched since the 1980s to help develop and diversify the national
	The Economic Offset programme aims mainly at dive
	To promote the diversification strategy in accordance with the high priority given to economic matters in the Kingdom, a royal decree was issued on 28 August 1999 providing for the establishment of the Supreme Economic Council (SEC), chaired by the Cro
	Foreign Investments licensed under the provisions of this Act, may be in either of the following forms:
	1. Facilities owned by a national and a Foreign Investor.
	2. Facilities wholly owned by a Foreign Investor.
	The legal form of the Facility shall be determined according to regulations and directives. (The Supreme Economic Council, Kingdom of Saudi Arabia 2000)
	The new law, therefore, clearly allows foreign investors full ownership of projects and gives them freedom to repatriate capital and profits (Arab News, 19 August 2001). Likewise, the King approved on 10 April 2000 the creation of the Saudi Arabian Gen
	In line with the Kingdom’s strategic path toward 
	The new gas initiative is foreseen to power Saudi
	In spite of the determination of the Saudi Government to attract foreign investment, the nature of the Saudi market has rendered it less viable for MNCs, in general, to internalise it along the conventional lines of international production activity, des
	In a number of cases, European and American multinationals prefer to sell their technology to Arab chemical, plastic and fertiliser producers. West European chemical producers sometimes opt for joint ventures with partners abroad; and, in many instances,
	There are also cases where a multinational company has established a production branch, without the motive of internalising the Saudi or other Middle Eastern markets.  Norsk Hydro of Norway, for instance, made an alliance with a company in the Arabian Gu
	In practice, multinational firms assess their com
	In general, therefore, multinational theories found in the literature are not meaningful enough to explain the broad scope of multinational business activities in a Middle East setting. Indeed, multinational business operations in Saudi Arabia embrace al
	As argued elsewhere, the explanations to joint ventures overseas could also include ownership, location, and internalisation (or dis-internalisation) considerations. In other words, there could also be an eclectic paradigm of alliance capitalism. In th
	It is well known today in the literature on transaction cost economics, as well as microeconomics, that markets fail due to market power, incomplete information, externalities and the supply of public goods (Pindyck and Rubinfeld 1998: 611-682). For in
	Even within the so-called internal market (i.e., the wholly owned subsidiary abroad), transactional imperfections can remain in it, in terms of asymmetric information, among others. For instance, operations managers and key departmental managers of thi
	A multinational firm may not be in a position to establish a wholly owned manufacturing subsidiary in a certain country, because the foreign government may not encourage it, as a matter policy. In this case, the multinational company may settle for a joi
	In general, all other available options (licensing, franchising, consulting, contracting, project management and counter-trade) will be normally explored before foreign investment decision is taken. The investment option that is chosen (joint venture,
	Thus, this chapter has unravelled the fact that multinational theories and paradigms, which have emerged from extensive individual and group researches for more than three decades now, are at best still in the growing stage. No single theory yet, includi
	Indeed, the advent of cross-border joint venture or, in general, strategic alliance capitalism has been recognised recently in the literature on international business. However, there is a tendency for some scholars to take it for granted, and claim that
	It is worth noting that none of the major international firms has any wholly owned or autonomous international production branch in Saudi Arabia. Mobil, Exxon, Chevron, Mitsubishi and other multinational giants have their own joint venture partners or lo
	In Saudi Arabia the dominant form of international business is joint venture, which the theory of international production does not attempt to explain. The popularity of multinational joint ventures in Saudi Arabia is not surprising, as this business mod
	Aside from joint venture or strategic alliance, international trade is another area that is not clearly captured by the contemporary theories of international production. In theory, firms resort to international production by virtue of their ownership-sp
	In practice, however, a firm with intent to expand business operation across national boundaries will have to include in its plans and decisions a number of considerations, in addition to ownership and location-specific advantages, as well as internalisa
	A multinational firm may not be in a position to establish a wholly owned manufacturing subsidiary in a foreign country, not necessarily because it is prohibited to do so. The foreign government may allow it, but the underlying investment terms, conditio
	If imperfect conditions prevent the efficient mode of exporting to a certain country, because of prohibitive tariff and other trade barriers, a multinational company may opt for any of available alternative modalities, and decide to choose the one that b
	A multinational firm’s cross-border business embr
	Therefore, equating multinational enterprise to inter-national production, as seen in the literature, is not at all meaningful to the Saudi Arabian business setting. In practice, various multinational business activities particularly in the Saudi Arabian
	In pursuing successful foreign investment in Saudi Arabia, there are indeed practical problems that need to be addressed by both the multinationals and their local counterparts ( Saudi businessmen and decision-makers. Mutual trust and understanding each
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	This chapter discusses the importance of understa
	Research Methodology

	Mababaya (2002) developed and distributed a structured questionnaire to key managers working for multinational enterprises doing business in Saudi Arabia. The questions were designed on a seven-point Likert-type scale, as done in several studies (Mall
	A sample of 100 was drawn randomly from a population of 335 multinational companies.� The random selection was done in line with simple random sampling procedures.� The sample frame includes the MNC affiliates or subsidiaries whose parent companies are b
	Out of the total 100 mailed to key multinational managers, 45 properly completed questionnaires were returned to us. It is worth emphasising that we made every effort to increase the questionnaire return by personal follow-ups, mails and telephone calls,
	In this study, the random sampling approach employed for the multinational managers gave all the sample units an equal chance of representing the population. This is in line with the well-known central limit theorem, which entails the use of random sampl
	Although random sampling is used in the multinational manager survey, some points of caution need to be borne in mind. Despite the efforts made to maximise questionnaire return, the possibility of non-response bias may exist as a result of the difference
	The success indicators used here are sales growth, assets growth, sales/assets ratios and sales/assets growth.� Data constraints have precluded the use of other success indicators, such as profits and rates of return on assets.
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	The research findings are consistent with the view that Islamic cultural and ethical values are deemed important to be understood by multinational companies doing business or planning to invest in Saudi Arabia (Mababaya 2002, Appendix 5b, Tables 6.6a to
	The cultural and ethical variables included in th
	On the “prohibition of usury” variable, the MNC m
	Understanding the Islamic prohibition of usury is important for multinational companies doing or planning to do business in the Muslim world. Parties involved in business must avoid usury  (Qur'an, 2:275-276; 4:161; 30:39; Abu Dawud, Hadith 3327).�  Fu
	The importance of the prohibitions of pork and all intoxicants (like liquor) to be understood by MNCs got the same mean score of around 5 for the MNC managers. This means that MNC managers in general slightly agree to the proposition that the prohibiti
	Selling, buying, and consumption of liquors (intoxicants), pigs, dogs, dead animals, etc. are all prohibited (Qur'an 2:219; 5:90-91; 5:3; 6:145; also see 16:115; Al-Bukhari Vol. 7, Hadith No. 492, Muslim Vol. 3, Hadith No. 4956; and Al-Bukhari Vol. 7,
	In terms of meeting basic needs, a Muslim is commanded by Allah the Almighty to eat only what is lawful and good (Qur'an 5:4).  Dead meat, blood, the flesh of swine, and that on which any other name has been invoked of other than Allah are not permissi
	“Forbidden to you \(for food\) are: dead meat,�
	The prohibition of pork in Islam is, indeed, categorical and strictly observed by all practising Muslims. Muslims must not also eat any food that is sacrificed on stone (altars); or, anything that is killed by strangling, or by a violent blow, or by a 
	On the other hand, Islam enjoins mankind to do wh
	Respect and kindness to women is another cultural variable that is deemed important to be understood by MNCs, with an overall mean score of around 6 for the multinational managers. This means that MNC managers in general agree that respect and kindness t
	The positive results of this study show that Islamic teachings appeal to various people, including non-Muslims. Those who have stayed in Saudi Arabia for a considerable period must have observed how Muslims spiritually and materially attached themselves
	Selected cultural and ethical values are analysed here for thorough evaluation and understanding of the research results. In the business field, multinational corporations doing or planning to do business in Muslim countries like Saudi Arabia will have g
	Business activities or transactions, especially but not limited to those bearing future executions, have to be documented into written contracts duly signed by them and their witnesses.  The parties to the business transaction must faithfully abide by th
	Islam prohibits theft or robbery (Qur'an 5:38; 39 and Al-Bukhari, Vol. 5, Hadith No.79), and considers it a capital offence. It also prohibits land grabbing (Al-Bukhari, Vol. 3, Ahadith No.  632; 634; Vol. 4, Ahadith No. 418 and 419).
	Islam emphasises and rewards hard work. One has to work hard to earn his living (Qur'an 29:6-7; 53:39 and Al-Bukhari Vol. 3, Hadith No. 286). Islam also encourages charity to the poor and the needy. It discourages miserliness (Qur'an 92:4-21) and beg
	The value of time is also part of Islamic teachings. Muslims must pray regularly five times a day. They must pay Zakat on time periodically every year. They must perform Sawm (fasting) and Hajj (pilgrimage) during the prescribed periods. Time must be
	Both buyers and sellers have to be exact in weigh
	“Give full measure when you measure, and weigh wi
	Hakim ibn Hizam  narrated that Allah’s Messenger 
	In Islam, personal freedom can be constrained onl
	In Islam a human being is governed by the society and its requirements, on the one hand, and, on the other, also by the religion and its requirements. These two aspects are not separated from each other; rather they are combined.
	Allah has created human being and made him distinguished with comprehension and will power, bestowing equality in freedom between him and his brothers. The Almighty created him in the pure state (fitrah) and not out of any sin or guilt. He will reward 
	… Shari’ah combines human rights with the rights �
	The Government of the Kingdom of Saudi Arabia sent a document (The Memorandum 1997) to the concerned UN Commissions and Agencies regarding human rights in Islam and their application in the Kingdom of Saudi Arabia. The memorandum highlights that Islam 
	The concept of human rights in Islam does not make any discrimination or prejudice between one man and another with respect to sex, colour, language, religion or race. The Crown Prince Abdullah bin Abdulaziz recently reiterated the respect of the Kingdom
	“O you who believe!  You are forbidden to inherit
	Abu Hurairah � narrated that Allah’s Messenger �
	The status of women in the entire Muslim world is, in fact, interwoven with Islam (Alkhafaji 1995: 212-213). In Islam, religious and moral duties are the same for man and woman.  A few exceptions in this respect exist, but they favour the side of woman
	In the sight of Allah, man and woman differ only 
	"Whoever works righteousness, whether man or woman, and has faith, verily, to him We will give a good Life (in this world with respect, contentment and lawful provision), and We will bestow on them certainly a reward according to the best of their acti
	In the educational arena, woman in Islam is equally entitled to aspire for higher education.  According to the Prophet Muhammad � (peace and blessings of Allah be upon him) the search for knowledge is an obligation laid on every Muslim man and woman.  
	On the economic front, Islam does not prohibit women from working outside the household environment.  On the contrary, it has granted them the right to own and manage their own businesses. Saudi women, for instance, reportedly own 50 percent of the Kingd
	Islamic Law fully acknowledges the right of woman ( whether she is single or married ( to her money, real estate, or other properties (Badawi 1971; see also http://www.iad.org/books/S-women.html). She does not have to work or share with her husband t
	Concerning the issue of women in the Saudi Arabian work force, it was reported in the Kuwait Times (30 July 2001) that about 40 thousand Saudi women had been employed during the most recent nationalisation campaign. The government is also planning to o
	Nowadays, many Saudi women are seen increasingly 
	Although many Saudi women are seen increasingly outside their homes, household activities remain their priorities. Many of them are also engaged in civic activities, including membership in voluntary organisations that teach expatriates Arabic language a
	In developing knowledge of Islamic culture, it is
	As the findings of the study confirm the responde
	Contrary to common misconception among non-Muslim
	The nucleus of the Islamic doctrine is the belief in the Oneness of God.  This belief absolutely conforms to human logic, because had there been two, three or more "gods" then the entire universe would have been in chaos emanating from competition and st
	Being Infinite, Allah is absolutely above the realm of time and space, hence He is Unseen. If God can be seen, everyone will believe Him.  So, the transitory nature of this world as a testing ground for mankind becomes meaningless. He is All-Knowing, All
	Some of the Muslim respondents, based on the author's discussion with them, believe that aside from the promoters of Islamophobia, there are also those in the Muslim World and other sections of humanity who contribute to it. Within the Muslim World, ther
	Likewise, there are those who opt for extremism as a means of achieving their ends. Islam is a tolerant religion and does not approve of victimising innocent civilians. It does not permit fighting against those who do not fight against Islam.  It only al
	The need to know Islam from its authentic sources is even more compelling bearing in mind the presence of non-Islamic cults or sects that claim to be Islamic. These include Ahmadiya Movement, Moorish Science Temple, Islamic Nubean Hebrews and the Nation
	The respondents, both Muslims and non-Muslims, co
	Likewise, some Muslim respondents in this study e
	Thus, the researcher has also attempted to clarif
	As the complete Book of Guidance, the Qur’an guid
	The Prophet � also encourages Muslims to aim for�
	Muslims are enjoined to remember and fear Allah by being righteous and pious at all times.  In other words, they have to always restrain and guard themselves from evil and committing unlawful deeds.  True Muslims, therefore, are assets and not liabilitie
	As discussed in Chapter 2, a number of contemporary scholars have recognised the importance of integrating culture into the study of international business. Recalling some of these, Dunning (1993: 41) predicts that multinational firms, which are best a
	The need to understand the entirety of Islam eman
	In practice, most societies across the globe use their religion and other related cultural values as their reason for being. In Saudi Arabia, there are significant religious rites and holidays, which influence the economic activities of the nation and bu
	During Hajj season, the millions of Muslim pilgrims from various parts of the world make the Saudi markets buoyant particularly those in Makkah, Madinah and Jeddah. Therefore, multinationals in the food business and consumer products may further explore
	During the fasting month of Ramadan, office timing is usually shortened from eight to six hours per working day. During the day, business opens an hour or two late. This is so because Muslims spend more time at night for the special night prayers during
	Cultural differences are the most significant and troublesome variables for the multinational company. The failure of managers to comprehend fully these disparities has led to most international business blunders. To be effective in a foreign environment
	Some scholars like Punnet and Ricks (1992: 167-168) emphasise that the dominant religion influences many day-to-day activities, such as opening and closing times, days off, holidays, ceremonies, and foods. Thus, company's operations and activities shou
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	Using SPSS, available data on the given measures 
	Based on the survey results, the MNC respondents generally perceive the local social values as important in their planning and decision-making processes.� The success-social values cross-tabulation results are highly statistically significant at better t
	The author found in his PhD thesis that more than 80 percent of MNCs surveyed are successful (in terms of sales growth), and most of them consider the local social values as important in their planning and decision-making. The cross-tabulation results 
	In reality, cultural differences are the most troublesome variables for the multinational company. The failure of managers to understand fully these disparities has led to most international business failures. To be successful in a cross-border environme
	As discussed earlier in this chapter, the MNC res
	Mababaya (2002) likewise investigated whether the success of MNCs operating in Saudi Arabia is related to their responsiveness to Islamic culture. Cross-tabulation results show that 22 percent of the MNC respondents are somewhat successful, 27 percent 
	In the real business world, various factors affect the success of multinational companies doing business in Saudi Arabia ( strategies and policies, transaction cost economics, local manpower and natural resources, host-country political and economic con
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	Feedstock
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	Gross domestic product, which is the total value 
	GFCF
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	Gross national product, which is equal to GDP plus payments from overseas investment and labour income, minus similar payments to foreigners.
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	Multinational business activities
	MNCs, MNEs
	Multinational companies or corporations, which refer to any of the following: foreign firms or multinational enterprises (MNEs) operating in Saudi Arabia whose parent companies are located abroad, and joint-venture companies or corporations, which are 
	Multinational managers
	Include key managers and executives with authorities and responsibilities for MNCs planning, business operation and decision-making.
	Muslim
	One who peacefully and sincerely submits to the Will of Allah.
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	Research and development
	Radhiallahu anhu
	May Allah be pleased with him (referring to a companion of the Prophet �)
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	SAGIA
	Saudi Arabian General Investment Authority
	SAMA
	Saudi Arabian Monetary Agency
	SEC
	Supreme Economic Council, chaired by the Crown Prince and First Deputy Premier of Saudi Arabia.
	Shari’ah
	Islamic Law according to the Qur’an and the Sunna
	Social capital
	Refers to features of social organization such as trust, social networks and social norms that facilitate coordination and cooperation for mutual benefit.
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	Statistical Package for Social Sciences – a compr
	Sunnah
	The teachings, sayings and traditions of the Prop




